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Before the
FEDERAL COMMUNICAnONS COMMISSION

Washington, DC 20054

In the Matter of

Request for Review by AT&T Inc. of
Decision of Universal Service
Administrator

)
)
)
)
)

WC Docket No. 03-109

REQUEST FOR REvIEW BY AT&T INC. OF

DECISION OF THE UNIVERSAL SERVICE ADMINISTRATOR

I. STATEMENT OF INTEREST AND ISSUES

Pursuant to sections 54.719(c), 54.721 and 54.722 of the Commission's rules,' AT&T

Inc., on behalf of its wholly owned subsidiaries Nevada Bell Telephone Company ("AT&T

Nevada") and Pacific Bell Telephone Company ("AT&T California") (collectively, the

"Companies"), hereby seeks review of Universal Service Administrative Company ("USAC")

Management Responses to the following Independent Accountant's Reports: LI-2006-201 and

LI-2006-204, which, respectively, summarized audits of AT&T Nevada's and AT&T

California's compliance with federal low-income requirements from September 30, 2004

through September 30, 2005.1 The same third-party auditing firm audited both affiliates and

issued an identical finding for both carriers, which AT&T is appealing herein. Thus, for ease of

147 C.F.R. §§ 54.719(c), 54.721, 54.722.

2 See Appendix A (Letter to Cathy Carpino, AT&T Services, Inc., from USAC, High Cost and Low
Income Division (dated February 13,2009) (attaching LI-2006-201 and USAC Management Response));
Appendix B «Letter to Cathy Carpino, AT&T Services, Inc., from USAC, High Cost and Low Income
Division (dated February 13,2009) (attaching LI-2006-204 and USAC Management Response). See also
Appendix C (Letter to Steven Ellis, Nevada Bell Telephone Company, from Pamela Gallant, USAC
(dated June 24, 2008)); Appendix D (Letter to Steven Ellis, Pacific Bell Telephone Company, from
Pamela Gallant, USAC (dated June 24, 2008)); Appendix E (Letter to Pamela Gallant, USAC, from Cathy
Carpino, AT&T Services, Inc. (dated July 28, 2008)).



administrative revIew and efficiency, in this request for reVieW, AT&T is appealing several

findings applicable to one or both earners. In particular, AT&T seeks review of USAC's

erroneous conclusion that (I) it should recover toll limitation service ("TLS") support from

AT&T California. and AT&T Nevada because both carriers requested less TLS support than

permitted; (2) AT&T Nevada was required to separately identify and advertise each of the

services supported under section 54.10 I(a) of the Commission's rulesJ in its Lifeline

advertisements; and (3) AT&T Nevada was required to populate Line 9 of FCC Form 497

(Lifeline and Link-Up Worksheet) with partial or pro-rata dollars attributable to Lifeline

subscribers who entered and/or left the Lifeline program during any given month, regardless of

whether AT&T Nevada sought partial or pro-rata dollars from USAC.4 For the reasons

provided below, AT&T requests that the Wireline Competition Bureau ("Bureau") or

Commission reverse these incorrect audit findings.5

3 47 C.F.R. § 54.IOI(a).

4 AT&T has filed requests for review before on two of the three issues presented in this request (Lifeline
advertising and partial month reporting). See Request for Review by AT&T Inc. of Decision of the
Universal Service Administrator, WC Docket No. 03-109 (filed Jan. 7, 2008) (requesting review of the
partial month reporting finding against AT&T Texas); Request for Review by AT&T Inc. of Decision of
the Universal Service Administrator, WC Docket No. 03-109 (filed Aug. 18, 2008) (requesting review of
the Lifeline advertising and partial month reporting findings against AT&T Indiana, AT&T Kansas,
and/or AT&T Oklahoma). The Commission sought and received comment on these prior requests and
AT&T asks that th,: Commission incorporate by reference the record developed in response to AT&T's
earlier submissions. AT&T notes that every single commenter supported AT&T's requests for review.

'We note that there is no monetary value associated with two of the three audits findings. For the finding
concerning TLS support, for which USAC has sougbt to recover TLS-related disbursements made during
the audit period, the Companies sought less in TLS support than that to which they were entitled. If the
Companies had used the TLS amounts contained in their state compliance filings during the audit period,
they would have received over $500,000 more, combined, than they in fact did. If tbe Commission grants
AT&T's request for review, the Companies will not seek additional TLS for those prior months; thus,
granting AT&T's re:quest for review will have no financial impact on the universal service fund.
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II. STATEMENT OF FACTS

All eligible telecommunications carriers ("ETCs"), such as the Companies, are required

to provide discounts on the cost of receiving telephone service to qualifying low-income

consumers 6 ETCs, in turn, are pennitted to receive support from the federal low-income support

mechanism for providing such discounts to such customers.?

Toll Limitation Service. According to the Commission's rules, ETCs are reimbursed for

providing toll limitation service to qualifying low-income consumers in an amount equal to the

ETC's incremental cost of providing either toll blocking or toll control, whichever is selected by

the particular cuswmer.8 Prior to, and during, the period covered by the audits, both Companies

had on file with their respective state commissions cost studies establishing their recurring and/or

non-recurring unit costs of providing TLS9 For reasons unknown to current employees, for

some period of time, both Companies sought TLS reimbursement from USAC for amounts lower

than the actual TLS unit costs in their respective states.

Lifeline Advertising. The Commission's rules reqUIre ETCs to "[p]ublicize the

availability of Lifeline service in a manner reasonably designed to reach those likely to qualify

for the service."IO There are a number of benefits associated with Lifeline service, including free

toll blocking, waivers of certain taxes and fees, and waiver of the subscriber line charge ("SLC").

6 47 C.F.R. § 54.405.

747 C.P.R. § 54.407.

B 47 C.P.R. §§ 54.403(c), 54.407(b). Toll blocking prevents the placement of all long distance calls for
which the subscriber would be charged and toll control limits the toll charges a subscriber can incur
during a billing peliod to a preset amount. See Universal Service First Report and Order, 12 FCC Rcd
8776, ~ 383 (1997) (subsequent history omitted).

9 See Appendix E (attaching copies of state-filed cost support).

10 47 C.P.R. § 54.405(b).
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To date, neither the Commission's rules nor its orders detail the information that must be

included when an ETC publicizes the availability of Lifeline service. The independent auditor

reviewing AT&T Nevada's compliance with the federal low-income rules found that it had failed

to offer toll blocking to Lifeline subscribers and to specifically identiry toll blocking in its

Lifeline advertising. II In its management response, USAC stated that ETCs "are required to

adv.ertise all services supported under 47 C.F.R. § 54.101(a)," and that it therefore concurred

with the auditor's finding.'2

Partial Month Reporting. In order to obtain reimbursement for discounts provided to

Lifeline customers, ETCs are required to complete and file with USAC the Commission's

monthly worksheet (FCC Form 497).13 This form provides fields for ETCs to report the monthly

number of low-income subscribers for whom federal support is claimed.'4 In addition, the

instructions to this form slate:

If claiming partial or pro-rata dollars, check the box on line 9. Enter the dollar
amount (if applicable) for all partial or pro-rated subscribers. Amount should be
reported in whole dollars, and may be positive or negative, depending on whether
there are more new subscribers being added part way through a month or more
subscribers disconnecting during the reported month. DO NOT include partial or
pro-rata amounts on lines 5_8. 15

The independent auditor selected by USAC to audit AT&T Nevada's compliance with

the federal low-income requirements concluded that its practice of reporting all Lifeline

II Appendix A (Independent Accountant's Report for Nevada Bell, Attachment 3 at 7).

12 Id, USAC Management Response at 1.

Jl FCC Form 497 and instructions available at
http://www.universalservi ce.Of gil i/telecomistep06/fonn497.aspx.

J4 See Lines 5(a) ([.Jr Tier I support), 6(a) (for Tier 2 support), 7(a) (for Tier 3 support), and 8(a) (for Tier
4 support).

" See Instructions for Lifeline and Link-Up Worksheet at 4.
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subscriber counts using Lines 5-8 was incorrect, and that AT&T Nevada was required to report

on Line 9 any Lifeline subscribers who begin or terminate service during any given month.'6 As

noted in the Independent Accountant's Report, AT&T Nevada uses its billing systems to capture

the number of Lifeline subscribers at the end of each month and reports this figure in its FCC

Form 497 filings. The auditor recommended that AT&T Nevada "take into account the partial

(i.e., pro rata) Lifeline discounts given to subscribers who entered and left the Lifeline program

when determining the amount of Lifeline support claimed on the FCC Form 497 each month."I?

In its Management Responses, USAC concurred with the auditor's recommendation and

concluded that ETCs are required to use Line 9 if they gain or lose Lifeline customers mid-

month18

In support of its assertion that the Commission does not require ETCs to use Line 9,

AT&T Nevada explained that, in September 2004, the Commission announced that it was

amending FCC Form 497 to require ETCs to report the number of Lifeline subscribers receiving

federal support for part of the month and the number of service days those subscribers received

support. I9 The revised form was to take effect on October 15, 2004. After release of this Public

Notice, many carriers, including representatives of AT&T, met with Bureau staff to express

opposition to this new requirement because of their inability to track and calculate pro-rata

support attributable to subscribers who obtain Lifeline service for only part of a month. In

16 Appendix A (Independent Auditor's Report for Nevada Bell, Attachment 3 at 8-10).

17 Id., Independent Auditor's Report for Nevada Bell, Attachment 3 at 9.

18 Id., USAC Management Response at 2.

19 See Wireline Competilion Bureau Announces Effective Date ofRevised Form 497 Used to File Low
Income Claims with USAC, WC Docket No. 03-109, Public Notice, DA 04-3016 (reI. Sept. 21, 2004).
See Appendix F (copy of the revised instructions and form that were supposed to take effect on October
15,2004).
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response to ETC concerns about the revised fonn, the Commission delayed, and later suspended

indefinitely, adoption of the new fonn. 'o

III. ARGUMENT

A. It Is Inappropriate for USAC to Recover Toll Limitation
Service Reimbnrsements Because the Companies Requested Less
Snpport Than Permitted and Snch a Recovery Is Inconsistent with
Commission Rules.

Both Companies have incremental cost studies establishing their unit costs for TLS that

were on file with the relevant state commission prior to and during the audit period (i.e.,

September 30, 2004 to September 30, 2005). AT&T has previously provided to USAC

documentation supporting these incremental costS.'l USAC not only refuses to accept such

documentation (because they establish that AT&T's incremental costs were higher than the costs

that the Companies used in their FCC Fonn 497 filings) but also seeks to recover all of the TLS

support payments made to the Companies during the audited months on the ground that those

payments were di:fferent from the Companies' costs of providing TLS service." In other words,

because the Companies sought approximately $519,000 less in TLS reimbursements than they

were entitled to, USAC has concluded that the Companies should be required to repay all of the

approximately $490,000 in TLS support that USAC disbursed to the Companies for these

months.

10 Wireline Competition Bureau Announces De/ayed Effective Date for Revised Form 497 Used for Low­
Income Universal Service Support, we Docket No. 03-109, Public Notice, DA 04-3188 (reI. Oct. 4,
2004); Wire/ine Competition Bureau Announces Delayed Effective Date for Revised Form 497 Used for
Low-Income Unive,~al Service Support Until Further Notice, we Docket No. 03-109, Public Notice, DA
05-604 (reI. Mar. 4, 2005).

21 See Appendix E.

11 See Appendices A & B.
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Had the Companies sought more in TLS reimbursements than they should have, it would

of course make sense for USAC to recover the difference. Indeed, recovery of funds under that

circumstance is consistent with Commission precedent. In its USAC Program Management

Order, the Commission found that recovery of funds is appropriate for all of its universal service

programs under the circumstances described in its Schools and Libraries Fifth Report and

Order23 One such example of a rule violation warranting recovery of funds is when an applicant

fails to calculate properly its appropriate discount rate. In that instance,

the amount disbursed in violation of this rule is the difference between the amount of
support to which the beneficiary is legitimately allowed and the amount requested or
provided. For instance, in a situation in which the beneficiary made a clerical error in
calculating the level of participation in the school lunch program, or failed to use an
approved methodology for calculating the level of school lunch participation, the
beneficiary may legitimately receive support under a recalculated discount rate. In these
circumstances, the amount to recover is the difference between the incorrectly calculated
amount and the amount recalculated with the appropriate discount.24

The Companies' use of undocumented - and lower - TLS incremental costs during the audited

months was plainly a clerical error. Under Commission precedent, the remedy for such a clerical

error is to recalculate the amount of support to which the Companies are legitimately allowed. If

USAC were to perform such a recalculation, the Companies would be entitled to receive

significantly more in TLS reimbursements than they originally requested.25 Moreover, even if

23 USAC Program Management Order, 22 FCC Red 16372, , 30 (2008) ("Consistent with our conclusion
regarding the schools and libraries program, funds disbursed from the high-cost, low-income, and rural
health care support mechanisms in violation of a Commission rule that implements the statute or a
substantive program goal should be recovered" citing the Schools and Libraries Fijih Report and Order,
19 FCC Red 15808, " 18-30 (2004) for examples of rule violations for which recovery should be
sought).

24 Schools and Libraries Fijih Report and Order, , 27 (emphasis added).

" While AT&T is not requesting that USAC recalculate the amount of the Companies' TLS
reimbursement in order to provide it additional TLS support, if the Commission denies AT&T's request
for review, AT&T will revise its FCC Form 497 filings for the audited months to include the higher TLS
incremental costs. If USAC rejects those revisions because they were made later than twelve months
after the data month for which the revision applies, AT&T will appeal that decision too since that
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the Companies had sought more In TLS support than allowed, which they did not, the

appropriate response would have been for USAC to recover the "difference between the

incorrectly calculated amount and the amount recalculated with the appropriate [TLS

incremental costs]" and not all of the TLS support provided during that period of time. Simply

put, nothing in the Commission's orders or rules authorizes USAC to seek recovery of all TLS

support payments when an ETC makes such an obvious clerical error, particularly where, as

here, the amount sought by the ETC was less than the amount to which it was entitled. USAC's

erroneous finding therefore must be rejected.

B. ETes Are Not Required to Advertise Toll Blocking and All Other
Supported Services in Rule 54.IOI(a) When Publicizing the
A vailability of Lifeline Service.

The Commission should reject USAC' s incorrect conclusion that ETCs are required to

advertise all of Rule 54.10 I(a)'s supported services when publicizing the availability of Lifeline

service, pursuant to Rule 54.405(b),>6 The Commission's rules do not require ETCs to advertise

or otherwise publicize the availability of free toll blocking specifically, or the other services

and/or functionalities that must be provided with Lifeline service (e.g., dual tone multi-frequency

signaling or its functional equivalent, single-party service or its functional equivalent),>7 Rather,

arbitrary deadline is not contained anywhere in the Commission's rules or orders and its inclusion in the
instructions to the FCC Form 497 does not to appear to have been subject to prior notice and comment.
In fact, the Commission and its Inspector General have issued orders and reports containing statements
that contradict the ,:xistence of such a deadline. See, e.g., VCI Company Notice ofApparent Liability, 22
FCC Red 15933 (2007) (directing a carrier to file revised FCC Forms 497 from August 2004 to August
2007); Assessment ofPayments Made under the Universal Service Fund's Low Income Program, 2008
WL 5205212, Office of Inspector General Federal Communications Commission at 5-6 (reI. Dec. 12,
2008) ("Carriers may file an original and revised Form 497 for up to 25 months after the 'data month'
depending on the time of year. Moreover, once filed, a claim may be revised for 15 to 25 months
depending upon the time of year").

26 Appendix A (USAC Management Response at I).

27 47 C.F.R. § 54.IOI(a).
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the rules require only that an ETC "[p]ublicize the availability of Lifeline service in a manner

reasonably designed to reach those likely to qualify for the service.,,28 It is therefore incorrect to

interpret this rule as requiring an ETC to specifically enumerate and/or explain each of the

benefits of Lifeline service (such as benefits relating to the SLC, toll restriction, certain taxes and

fees, and additional Tier Two discounts) or explain that single-party service, among the other

supported services, is included at no cost to Lifeline subscribers in media of general

distribution29

The Commission's rationale for establishing its Lifeline advertising rule was to increase

awareness of and, therefore, participation in the Lifeline program.'o It is appropriate to question

how mentioning free single-party service, for example, would increase participation in the

Lifeline program. To the contrary, one can only imagine the confusion that would ensue ifETCs

had to mention in their Lifeline radio and print advertisements that a Lifeline subscriber's service

includes toll blocking, and such other features as "dual tone multi-frequency signaling or its

functional equivalent" and "voice grade access to the public switched network.,,'1 But, ifUSAC

is correct that an ETC must identify TLS in its advertising, then it also would be required to

identify those other services as well, confusing low-income customers and potentially

suppressing partidpation in the Lifeline program.

28 47 C.F.R. § 54.405(b).

29 The Commission's order establishing this rule says nothing about requiring ETCs to advertise the nine
supported services in Rule 54.IOI(a) in order to meet their obligation to publicize the availability of
Lifeline service. See Lifeline and Link-Up Twelfth Report and Order, 15 FCC Rcd 12208, ~~ 76-80
(2000). Indeed, the Commission goes out of its way to say that it is not prescribing "specific, uniform
methods by which [ETCs] must publicize the availability ofLifeline and Link-Up support." Id. at ~ 79.

30 Id at ~ 76.

JI 47 C.F.R. § 54.101(a).
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C. ETCs Are Not Required to Report Partial Month Lifeline Subscribers
on Line 9 of FCC Form 497.

The Commission should reject USAC's erroneous conclusion that ETCs are required to

use Line 9 ofFCe Form 497 to report the numbers of Lifeline subscribers who began and ended

Lifeline service during any given month. USAC's interpretation of the Commission's

instructions to the form is clearly at odds with the Commission's deliberate decision not to

require ETCs to do just that. By suspending indefinitely the proposed revision to FCC Form 497

that would have required all ETCs to track the precise start and stop date of every Lifeline

subscriber and to calculate pro-rated support for each of these subscribers, the Commission

acknowledged that many, or perhaps, most ETCs simply do not have any mechanized ability to

do so. Plainly, if the Commission had intended to require, rather than permit, ETCs to seek pro-

rated support for Lifeline subscribers who take service for only a part of a month, it would have

adopted the new form. The fact that it did not do so establishes that there currently is no

requirement that '~arriers use Line 9 of the form to separately report and seek pro-rated support

for such customers.

USAC contends that the Commission declined to adopt its new form requiring ETCs to

separately state partial month Lifeline subscribers because its proposed formula was too

complicated but that the Commission has always intended Line 9 to be mandatory when an ETC

has a single Lifeline subscriber who begins or ends service during the month. 32 Such an

assertion has no merit and is contrary to the plain reading of the Commission's instructions,

which state ".if claiming partial or pro-rata dollars, check the box on line 9.'033 Indeed, AT&T

32 See Appendix A (USAC Management Response at 1-2).

33 Instructions for Lifeline and Link Up Worksheet at 4 (emphasis added). See a/so FCC Form 497
(directing ETCs to "[c]heck box to the right if partials or pro rata amounts are used." Emphasis in
original).
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Nevada (and all other ETCs) would have to ignore this sentence of the instructions, and the fonn

itself, for USAC's interpretation to have any validity. USAC does not and cannot cite to any

Commission precedent to support its view since the Commission has never discussed in any of

its orders the man.ner in which ETCs should report such Lifeline subscribers.34 The language of

the current instructions and fonn has been in effect since October 2000. If the Cominission were

concerned about how ETCs were reporting Lifeline subscribers who began or ended service

during the month, it has had over eight years within which to act. There can be no question that,

for over four years, the Bureau has been aware that numerous large ETCs follow AT&T

Nevada's practice of using Lines 5 through 8, and not 9, to report all of its Lifeline subscribers

but has chosen not to mandate partial month reporting.

The auditor and USAC do not suggest, nor can they, that, by not using Line 9 to report

subscribers obtaining partial monthly support, AT&T Nevada is somehow profiting from its

participation in the Lifeline program. Based on its experience, AT&T Nevada has no reason to

believe that it has more Lifeline subscriber-days associated with subscribers who drop their

service during a month than Lifeline subscriber-days associated with subscribers who add

Lifeline service during the month (or vice versa). AT&T Nevada counts the number of Lifeline

subscribers it has in its billing systems at the end of the month (e.g., 30th or 31 st
). If, for

example, AT&T Nevada provides service to a Lifeline customer from the first of the month

through the 29th of the month, when the customer disconnects his or her service, it would not

include that particular customer in its monthly FCC Fonn 497 filing even though it provided

discounted Lifeline service to that particular subscriber for almost the entire month. In other

34 USAC merely cites to Rule 54.407(c), which requires ETCs to maintain accurate records of the
revenues they forgo in providing Lifeline service. 47 C.F.R. § 54.407(c). See Appendix A (USAC
Management Response at 2).
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words, for that customer, AT&T Nevada would have provided the Lifeline subsidy but would not

have sought reimbursement from USAC for that customer. On the other hand, if it begins

providing Lifeline service to a new subscriber sometime after the first of the month and

continues providing service through the end of the month, it would include that customer in its

monthly count and would receive the full reimbursement forthat subscriber.

Obviously, AT&T Nevada has little control over when a Lifeline customer begins and

terminates his or her service during the month. AT&T Nevada processes Lifeline subscriber

additions and deletions throughout the month in the normal course of business and, as a result,

AT&T's contention that, over time, the amount of support claimed in its FCC Form 497 filings

for those partial month subscribers "comes out in the wash" is correct.

As noted above, AT&T Nevada uses its billing systems to obtain the number of

subscribers receiving the Lifeline discount at the end of each month. In order for it to separately

track the number of Lifeline subscribers who begin and end their service during the month, at a

minimum, AT&T Nevada would have to analyze daily data from its billing systems. It would

then have to calculate the pro-rated support for each subscriber, which could be a significant

undertaking. Moreover, based on AT&T's experience, these numbers are not static as USAC

seems to suggest. 35 Even if it were feasible to report partial month subscribers, and AT&T

Nevada is not conceding that it is, such a task would be extremely burdensome and, thus, AT&T

Nevada has chosen not to claim partial support by populating Line 9 on the FCC Form 497.

If the Commission decides to revisit the issue of requiring all ETCs to report partial

month Lifeline subscribers, it must do so through notice and comment so that AT&T and all

other interested parties may explain in detail any technical or administrative impediment to

35 See Appendix A (USAC Management Response at 2) ("A company might have months in which it
neither lost nor gair.,ed Lifeline customer.s.").
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complying with such a new proposed requirement. The Bureau has no authority to impose this

new requirement on AT&T alone and certainly should not do so in the context of an audit. The

Commission therefore should reject USAC's conclusion in response to this issue.

IV. CONCLUSION

For the reasons provided above, AT&T respectfully requests the Commission to reject

USAC's incorrect Management Responses and find that (I) the Companies' use of lower,

incorrect TLS incremental costs was a clerical error for which no recovery offunds is warranted;

(2) AT&T Nevada was not required to advertise or otherwise publicize the availability of free

toll blocking specifically, or the other services and/or functionalities that must be provided with

Lifeline service in media of general distribution; and (3) AT&T Nevada's practice of reporting

all Lifeline subsclibers on Lines 5 through 8 is permissible.

Respectfully Submitted,

lsi Cathy Carpino
Cathy Carpino
Gary Phillips
Paul K. Mancini

AT&T Inc.
1120 20th Street NW
Suite 1000
Washington, D.C. 20036
(202) 457-3046 - phone
(202) 457-3073 - facsimile

April 14, 2009
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USAC
UniWfS,ll Service !\(\mitlislr,l'i\_.e_Cl·_'"'_p.'_ny '-H,"'ig"-h'--C=ost & Low Income Division

Via Certified Mail Return Receipt Requested

February 1~I, 2009

Cathy Carpino
AT&T Services, Inc.
1120 20th Street, NW
Suite 1000
Washington, DC 20036

RE: Recovery for TLS Audit Finding for Nevada Bell Telephone Company

Dear Ms. Carpino:

As you are aware, the auditors who conducted the audit of Nevada Bell
Telephone Company (SAC 555173) on behalf of the Federal Communications
Commission (FCC) found an instance of non-compliance with the FCC's rules
governing the Low Income universal service program. A copy of the final audit
report is attached for your reference.

The auditors found that Nevada Bell did not maintain records to document the
company's incremental cost of providing Toll Limitation Service (TLS) to its
Lifeline customers during the months audited (October 2004 and April 2005).
Specifically, the auditors found that Nevada Bell did not have documentation to
support the rate of $3.56 claimed for 331 subscribers in October 2004 and for
357 subscribers in April 2005. The total amount of TLS support claimed for these
months was $2,449.00.

On June 24, 2008, USAC sent a letter to Nevada Bell requesting that the
company submit documentation to substantiate the rates claimed for TLS support
for October 2004 and April 2005. In response, the company submitted
documentation of Nevada Bell's non-recurring TLS unit cost of $6.77, which was
filed in 1996 as part of a rate case with the Nevada Public Utilities Commission.
USAC management has concluded that the documentation submitted by Nevada
Bell does not support the TLS rates claimed by the company for the months
audited. Bl~cause the company cannot provide documentation that substantiates
the costs ai~sociated with the specific rates claimed during 2004 and 2005, USAC
will recover the TLS support provided during October 2004 and April 2005.

In sum, USAC will recover $2,449.00 in overpayments from Nevada Bell's April
2009 low income support payment, which will be disbursed at the end of May
2009. If this amount exceeds the amount of support due to Nevada Bell, USAC

2000 L Street, N.W. Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 WWN.usac oro



will continue. recovering the overpayment amount against subsequent months'
support disbursements until all recoveries are complete. In the event Nevada
Bell becomes no longer eligible to receive Low Income support, USAC will issue
an invoice for the balance owed.

If you wish 10 appeal this decision to the FCC, the appeal must be filed within 60 days
of the date of this letter. Additional information about the appeals process may be
found on USAC's web site at www.universalservice.orglliJaboutlfiling-appeals.

Sincerely,

USAC

Enclosure



THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Certified Public Accountants and .Ua"agemenf, Systems, and Fi"andal Con~ai/tants

• Main OlTIl:~.

1101 15th SI!'~CI. 1'4 W.
SlUle 40::1
Wilshilll,rton. DC 2OUO,S
\202) 73?·BOO
(102) 737·lGi4 Fa~

u Rt~ona.l Offll'':"
1\10 Pearl S[f~1
14lh Floor
Hanford. CT 061 OJ
t&(lO) ~49·7246

(860) 17S-6:S04 Fou.

Independent Accountant's Report
L1-2006-20 I

c Re~l(.mlll Office:
21 :!5U HaWlhofJ1l.' Boulnard
SlJil~ SOD
T"rrar.::e. CA <;ilS().1
l-'lOli!:ll·'OOI
{J 10\ 7f)2·"J004 F~.\

Nevada Bell
525 Market Street, 19'" Floor #21
San Francisco, CA 94105

Universal Service Administrative Company
2000 L Stre,et, N,W,
Suite 200
Washington, D,C. 20036
Attn, Internal Audit

Federal Communications Commission:
445 12th Street SW
Washington, DC 20554
Attn: Inspc,ctor General

We have "xamined Irulnagement's asser1ions (Attachment I) included in their letter dated
March 3, 2007, tb.at Nevada Bell (Study Area Code 555173) complied with lb.e applicable
program rcquirements of 47 C.F,R Section 54 of tb.e Federal Communications
Commission's Rules and Regulations and Related Orders identified in Attachment 2,

relative to disbursements of $1 ,616,267.00 for Low Income Program Support services made
from the Universal Service Fund during the fiscal year ended September 30,2005. Nevada
Bell's management is responsible for compliance with those requirements, Our
responsibility is to express un opinion on management's assertions about Nevada Hell's
compliance based on oue examination,

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to
attestation engagements contained in Government Audiiing Standards issued by the
Comptroller General of the United States and, accordingly, included examining, on a test
basis, evidence ahout Nevada Bell's compliance with those requirements and performing
sut.:h otht;:T procedures as we considered necessary in the circu"mstances. We believe that
our examination provides a reasonable basis for our opinion. OUf examination docs not
provide a legal detennination on Nevada Bell's compliance with specified requirements,

../ PnJ/i:.11Imwl Cm1-iflJtrtl:l"
y,·,,"·.I•. ba.~·'lm



In condUl;tlng o~r examination Wc: found matel;al deviations from prograrn requirements llf

47 C.F.R Section 54 of the Federal Communications Commission's Rules and Regulations
and Related Orders. First, Nevada Bell did not have documentation supporting the
incrementa! cost of providing toll limitation services as claimed On Form 4'17 for the
sample months of October 2004 and April 2005, a violation of 47 CF.R. §54.417(a)
reeordkeeping requirements. Second, Nevada Bell did not comply with 47 C.F.R.
§54.401(a)(3), which requires that carriers offer toll limitation to all qualifying low-mcome
consumers at the time they subscribe to Lifeline service. Third, Nevada Bell was not
determining pro rata discounts for Lifeline customers who were eligible for only partial
months. Detailed infomlahon relative to these instances of material noncompliHnce is
,lescribed inAtlachmenl 3.

In our opinion, ex.cepl for the material deviacions from the criteria described in the
preceding paragraph, management's asseflions that Nevada Bell complied wilh the
a[orernelllioned requirements relative to disbursements of $1 ,6J 6,267.00 [or low income
support services made from the Universal Service Fund for the fiscal year ended September
30,2005, are fairly stated, in all material respects.

This report is intended solely for the information and usc of Nevada Bell, the Federal
Communieations Commission of the United Stales of America and the Universal Service
Administrative Company and is not intended to be and should not be used by anyone other
than these specified parties.

Washington, DC /J...~~) e--u (8~ l ~<.1.., ( P f.
April 5,2007
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Report or MDllo~c,"eu,on Compli;n~nl¥ilh .\pplinhlt R<qulrrnunu of 41 C.·.R. ~rcjOD S<t or lin
Fedenl Commuolta1ions ('lImmiulon'l Rulri, RetuJuluDJ l/.od RrlalC'd Ordtrl

AT&T AsnrlloD Lttlu (or Study Arta (,'00,.
S45J 70 (PlU:lfit Bell). 44S2161Soulhwt$lern Bell _ Tens). 31S080 (lndiab. 8ell). 41 51}]

\Soulh,-rc;lcrn Utll- KlnJas), 435115 (SQulhwut.rro Btl! - OkJihonu) and 55517J (Nev:adl Ddt)

Attnchmenl 1,. -----_._---_.__._-_.---------

I
I

...._-_._-,

Mar.:Jl'tmtlll of AT&T is rtsp;)f15iblt 101 ensunng the1 lht ~uritl i5 in ,ompliantt \o\'IU'l applicable
rtquiret.xnu of loe Fl:'<k'r.:a! CunUTIuninlionl COlmniSSH.lTl (FCC) !\llt!:11 41 C.F .R. §§ 54.\ 01,54 .10 I ..
54.209, :rnd :54.400 - 54.417 a.~ well 1,\ rtlaled FCC Orrkn

Manjl,gtmtnl hi' parol'm('d an eVllluation of lhc C~tl', cOf!':PliMKe ..... ith tht opplil:.llble lequucments of
FCC N)U al47 C.FJt §~ S4.101, S4.101 .. !o4.209.and .'j4.400·· 54.411, and rtlmd FeCOrders ",ilh
Icspec' '''' pro\'idlllg discounts Il;I eligIble low il'\t.onl.r cmm.mtTs and ~te'ung Icimbuf!;emenl from Ihe
Um~erslll Srr;o\ce F\.l.fl('l (CSF) during Ihl" yUt ended September .10, '.005

~'TotT maJ.:cs "'t' followlnl ,lIIKrtlons _lIh rnprd 10 Low Inellmr Pror,r;m rdnlburseOlellll; rtt~i\>c:"

rrom II,.. l}Sf for Siudy Area Codnll"N above for yur ended Se-plembcr 30, 20GS:

A. Camer Eligiblhly - AT&T ll53CrU thaI it

I. iii an t1iglbl'C lclccomrnuniclltions carrier tETC) lhu prcNJdcs!.b.r strvktf lhat i1n eligible emiel
mu~ offer 10 rtctive (edt-nl univtr!al service suppon. (Stt the atUched uocumenlvorder>
shoVJJng ETC ltOlIUS for e:.leh of ,he' six stAles.)

B. Acveni,illg Supponed StrviCllS: AT&T lISSens Ihil il flUblkiu5 th.r nitlability of supponed servu::es in
a r,l.IILner rell$(ln:lbly d/lugned 10 rcecll thOit' like-Iy 10 qu.l1lify fOI Lifeline lDd Tollli,nltilion suppan
services.

C. R~lt' verilicaliCln - AT&T ;alsens!.btt it:

\. pro\ljdes discOWlls 1(1 qualifying ,ubscriber" fQr Lifchnt SCrvICC'

I. TIer I: Available 10 ~Il ehaiblr Llrehllt fub~(Tibc'n equllIllo tht h\Cumbc"nl LOO:;;II
EliChan&c Coi'lTu;r', (fLEe"l ",e.lua! frdO:r)1 t.:Inffr,j subSl::ribrr lint ch.nge.

ii. Tier 1: ~J.7S per mo.-'nth !Ivadllblc :0 q\J~Ii(icd [ow·mc<Jme CClOtUmCn, lflhe c;urie,
1C'.cciyed any nUI'\·f«iC'r.11 applO ... a]s :leceS$Olry 10 imptelT.ellllh( tr:\luutJ nlc ledu-.:tl0l\
and plU~es I.hlOIJHh the full.l.I11Uunl of Tiel 2 sIJppon (0 the 1.\\j;lJii~·wg ICl ...·~umr.
CI'\l\!.lilller

i,i Tier]: All addinonltllrr'lOuni "f federal Lifeh.lloc Jiuppon tquillo ont-Mll lhe arnounl
of any SUlc·rnand3ted Lifehne SLippOfl, or ane !l.llf of any L,ft:liue ~uppClrl pmvl(led
by Ibe Scrvl(: Pro~·~dt"l.up 10 il. l'1'I.1.~.imuf'll of S1.1 ~ per mol'\lh.

1\' Tu:r 4' .Il,dJI!lnnnl r...dcr.rl Llfrhne ~,Ipport of up 1l'l.\1.'j per lTlCllllh 10 tl;~lble remknu
Qf rriballands., as defined m ~ :511 0400 Ie), ,1.' !Qng :u the amounl does lIOl bring the
b;i.sIC local resllkn:,,,1 ~\e b.cltlw S1 per lIlonlh per qU3!ify;n~ lo ..... ·il}Coll\e sub~"'r1bcl.

I :? ?rrwidt~, ;l1i>COUnl~ 10 qu:l.lIl)"ing subscrjb..rs (01 l.iny. Up srrvice'

I
!
L.c=ccc",=~.="..

Page :1
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Attachmenl2

Federal Communications CQmmis!iion's 47 C.F.R. Part 54 Rules and Related Orders with
which CornpliilIlce was Examined

Curri~r Eligibility..

Swiun 54.101 (a)

Seclion 54.201 (al

Seerion 14.405 (a)

Advertising Supported Services:

Scction 54.20] (d) (2)

Seclion 54.405

Rute VeriHcutiol1:

Section 54.101 (9)

Seclion S4 401 (c)

Section 54.403 (a) (I)

Section 54.403 (a) (2)

Secrion 54.403 (a) (3)

Sec.tion 54.403 (a) (4)

Seclian 54.403 (oj

Seclion 54.407

Section 54.411 (a) (I)

Section 5·1.4 11 (a) (3)

Section 54.417 (aJ

Federal,Swle BOl1rd 071 Universal Sen'icc, CC Dacke1 No. 96-45. Report and Order, 12 fCC Red
8770. ~,~ :185-389 (1997»

COllS14mer Qualifications:

Sl'C:.illn 5':·.410

Submi.,".,-;on o[FCC Form 497:

Serlin)) 5,1.407

General Recordkeepiug:

Section 5·~417 (a)

In the .Waller afL{feline and Link-Up, we Docket No. 03· J 09. Report and Order and FU11her
Nolice of Proposed Rulemaking, 19 fCC Rcd 8302. ~ 40 (2004)
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Attachmcnt 3

Comment Oue

Condition

Criteria

Cause

Effect

Recnmmendation

Tolll.imitatioD Services Cost~~Section 54.417(3) Noncompliance

For this audit, Nevada BeJl did not provide documentmion supporting the
incremental cost of providing toll limitation services (TI.S) as claimed OIl

Fonn 497 for the sample months of October 2004 ilnd April 2005. A rale
(Jf ,~3_56 for TLS nonrecurring costs was c.lairned for each of 331
subscribers for whom TLS was initiated in October 2004 (fhe rotal claimed
was SJ, 178) and 357 subscribers for whom l1.S was initialed in April 2005
(Ibe to,,1 claimed was $1 ,271).

Section 54.417(3) of 47 C.F.R of the federal Communications
Commission's Rules and Regulations and Related Orders requires that
eligible telecommunicRtions carriers m~S1 maintain records 10 document
compliance with IIU CoTTlDlission Rod state requirements goveming the
LifelindUnk Up programs for three full preceding calendar years lind
provide 'hal documentation to the Commission or USAC Adminislnnor
upon requC'st.

According to Nevada Bell, documentation (e.g., a cost study) supporting
the rate of $3.56 for me nonrecurring costs of TLS cJi.:limed on Form 497
for October 2004 .nd April 2005 was nOl .vail.ble.

We could not determine whether the total TLS dollars claimed on form
497 I"r tbe sample months of October 2004 and April 2005 were accurate.

We recommend that Ne"'ada Ben take steps to ensure thai all records,
including document:Hion supporting the incremental cost of providing TLS,
needed to documem compliance with all Commission and !'talC
requiremems governing the Lifdine!L:ink Up programs arc maintained for
three full preceding calendar years and provlded to the Commission or
USAC Administrator upon requ~st.

Beneficiary Response The TLS rate (nonrecurring only) claimed on Ihe Form 497 for October
2004 nnd April 2005 was based on pre:viously cQmplctcd cost sludies, the
details of which cOllld not cllITently be locMcd. In 2005, Nev,da nen
updated its cost studies for the inerementnl cost ofprovid-;ng lolilimitalion
services and began using the updnted rates (both recurring and
nonrecurring) on the Fonn 49i effeclive in January 2006. The new
nonrecurring rate of $6,77 is higher lhan the nile clJirned for October 2004
and April 2005 of $3.56 for the nonrecurring costs. Had the updated stud)'

rr.:sults been used for the aforementioned months, the TLS dollars daimed
\....ould have been $]k higher.
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